MUNI CI PAL DEVELOPMENT PROGRAM FCR PORTO ALEGRE

BORROVER:
GUARANTOR:
EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

( BR- 0256)

EXECUTI VE SUMVARY

Muni ci pality of Porto Al egre

Federative Republic of Brazil

Muni ci pality of Porto Al egre

| DB: Us$ 76.5 mllion (OC)

Local counterpart funding: US$ 76.5 nmillion

Tot al : US$153.0 nilTion

Anortization period: 20 years

Di sbur senent peri od: 5 vyears

Interest rate: vari abl e

I nspecti on and supervision: 1%

Credit fee: 0. 75%

Currency: dollars of the United
St ates of Anerica
(Single Currency
Facility)

The objective of the proposed programis to increase
the wel |l -being of the inhabitants of Porto Al egre by:
(i) making t he muni ci pal admi ni stration nor e
efficient in the performance of its functions;
(ii) inmproving the efficiency of municipal agencies
providing sanitation, environnmental control and road
mai nt enance and safety services; and (iii) carrying
out works to upgrade roads and other basic
infrastructure in | owinconme nei ghborhoods.

To achieve these objectives, three subprograns will
be undertaken:

1. Admnistrative noderni zation (US$10.1 mllion)

This subprogram will support efforts by the
Muni cipality of Porto Alegre (PMPA) to achieve
greater efficiency in delivering services to the
conmunity, and in the managenent of its financial
resour ces. The increase in efficiency wll be
achieved by reorganizing wrking nmethods and
pr ocedur es, i ntroduci ng new t echnol ogy and
st rengt heni ng human resources. In addition, special
attention wll be given under this subprogram to
inmproving the municipality's tax and financial
admi ni stration.

2. Institutional strengthening (US$5.25 mllion)

This subprogramwi || finance activities to strengthen

the muni ci pal agencies involved in delivering
sanitation, environnental and road nmaintenance and
safety services. It will also provide financing for

drawi ng up the bicycle path nmaster plan.
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THE BANK' S
COUNTRY AND
SECTOR STRATEGY:

ENVI RONMENT AND
SOC AL | MPACT:

BENEFI TS:

3. Uban infrastructure (US$79 mllion)

This subprogram includes establishment of a third

di rect north-south access route in the vcity
Perinmetral 111, with bus-only lanes and totaling 12.3
km in |ength. It will also provide for upgrading

basic infrastructure in |owinconme neighborhoods
t hrough constructi on of storm drainage, water supply
and (in sonme cases) sewerage systens, as well as
pavi ng of streets selected by the comunity.

The Bank's strategy and operations programfor Brazil
during the period 1995-1997 is entirely consistent
with the objectives of the E ghth Replenishnment, and
with the systematic approach adopted by the
government in its efforts to elinmnate the causes
(and mnimze sone of the social consequences) of
chronic inflation and address the need for further
noder ni zati on of the econony. The main conponents of
the Bank's strategy enphasize the need to:
(i) pronote public sector reformand nodernization at
the national and subnational levels; (ii) further the
process of opening up the econony by nodernizing the
productive sectors and supporting initiatives to
reduce the cost of doing business in Brazil by
rehabilitating and upgr adi ng t he country's
transportation infrastructure and port facilities;
and (iii) elimnate socioeconomc disparities and
reduce poverty through nore effective public spending
and better targeting of social prograns. To this
end, support wll be given continue decentralizing
the delivery of social services, in part by formng
nmore partnerships with local communities and civil
soci ety. At the sane time, the present strategy
represents a continuation of the Bank's traditional
enphasi s on basic sanitation and the environnent.

The Environmental and Social |nmpact Report (ESIR) was
approved by the CESI on Septenber 12, 1997, and
forwarded to the PIC on Cctober 17, 1997. The inpact
of this type of program is nostly tenporary and
easily mtigated, mainly through the enforcenent of
local legislation and procedures for environnental

pr ot ecti on. A document consolidating all the
procedures for environnental control applicable to
the program will be prepared and included in the

bi ddi ng docunments (paragraph 3.29).

I mprove services for residents wthout increasing
operating costs by: (i) cutting the average tine it
takes the PMPA to complete five of its nost inportant
procedures by at least 50% (ii) easing the burden on
taxpayers by introducing electronic nethods of
filing; and (iii) making it easier for municipal
service providers to collect charges for services
render ed.

Make nore efficient wuse of public resources by
reducing the operating costs of the nunicipal
adm ni stration by 5% 10% and increasing tax revenues
by 10% 15%

Increase the efficiency of the agencies providing
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basic sanitation, environnmental control, and road
mai nt enance and safety services through institutional
strengthening activities. By the end of the program

execution period, it is expected that: (i) the
Muni ci pal Department of Water and Sewerage (DVAE)
will have increased the nunber of custoners (for

water and sewerage) per enployee to 350 and
i ntroduced a systemfor external control of the DMAE;
(ii) the Miunicipal Ofice of the Envi ronment (SMAM
will be nmonitoring the 150 industrial establishnents
with the highest pollution potential, and wll be
operating under its own resources and wth the
equi pnrent needed to <carry out its duties; and
(iii) the Minicipal Ofice of Wrks and H ghways
(SMOV) will have installed a conputerized system for
preventive mai ntenance covering at |east 30% of Porto
Alegre's roads, and its road safety programw || have
reduced traffic accidents by at |east 20%

Rai se the standard of living and productivity of the
popul ati on by: (i) reducing north/south crosstown
travel tine; (ii) promoting the creation of new
busi ness centers to cut travel and reduce congestion
in the downtown area; (iii) adopting nmeasures to
assist bus travelers in reaching their wultimte
desti nati on; and (iv) inproving conditions for
integration of the physical infrastructure and fee
schedul es of the urban and netropolitan mass transit
syst ens.

Provi de basic urban infrastructure, including paved
roads, storm drainage, water supply and (in some
cases) sanitary sewerage for 7,500 famlies.

Reduce program costs for upgradi ng  of basi c
infrastructure by adopting systems to inprove
planning and mnimze costs for construction
pr oj ects.

The necessary expropriations and resettlenent of
famlies could delay execution of the Perinetral
wor ks. The creation of specific coordinating units
with the resources needed to carry out these tasks
shoul d reduce this risk.

Prior to the first disbursenent of the loan, the
borrower nust submit the following to the Bank:

(i) evidence that the Program Coordinating Unit (UCP)
has been established and assigned the necessary
techni cal and administrative personnel, according to
paraneters agreed upon with the Bank (paragraph 3.1
and 3.3); (ii) evidence t hat t he Qper ati ng
Regul ations for the nultiple-works conponent of the
program prepared according to the nodel previously
agreed upon with the Bank, have entered into force
(paragraph 3.16); (iii) evidence that an agreenent
has been signed between with the DMAE establishing
t he condi tions f or transfer, operation and
mai nt enance of the water supply and sewerage works by
the DMAE, and indicating the obligation of the DMAE
to repay them (paragraph 3.17); (iv) evidence that an
agreenent has been signed with PROCEMPA establi shing
the conditions for the procurenent of goods and the
hiring of consulting services on the part of PROCEMPA



Executive Sunmary

Page 4 of 7

usi ng program resources (paragraph 3.17); and
(v) evidence that the final resettlenment plan for the
famlies affected by the Perinetral I1l works has

been prepared (paragraph 3.23).

Wthin six nonths after signature of the contract,
the borrower nust subnmit to the Bank evidence that
the consulting firmto carry out the studies and draw
up the proposed external control system for the DVAE
has been hired (paragraph 3.9).

Wthin 12 nonths after signature of the contract, the
borrower wll submt, to the satisfaction of the
Bank: (i) evidence that consulting firnms responsible
for preparation of the data base of the urban road
system and inplenentation of the road naintenance
system have been hired (paragraph 3.6); (ii) a plan
for the collection of past due accounts held by the
DMAE with the State of Rio Gande do Sul, wth
sem annual targets (paragraph 4.11); (iii) the first
data collection report, which will include a listing
of the data and a detailed description of the
procedures to be wused for its collection and
processing (paragraph 3.38); and (iv) evidence that
the Participatory Budget Conmittees have been
apprised of the <cost-cutting nmeasures introduced
under the projects to upgrade basic infrastructure
(paragraph 5.14).

Wthin 30 nonths after signature of the contract, the
borrower nust submit, to the satisfaction of the Bank
evi dence that: (i) the external control system for
the DVAE has been introduced (paragraph 3.9); and
(ii) the georeferenced data base of the road system
and the preventive road nmai ntenance system have been

i mpl enent ed. Conmitrment of the resources of the
third tranche for the Perinetral and ancillary works
will not be authorized until this condition has been

satisfied (paragraph 3.6).

Wthin 42 nonths after signature of the [loan
contract, the borrower wll submit evidence, to the
satisfaction of the Bank, that the computerized road
mai nt enance system has been inpl enent ed.

Di sbursenment of resources for construction of the
Perinmetral wll be subject to submittal of the
following by the borrower to the Bank: (i) evidence
that the consulting firmto support the SMXV in the
supervi sion of the Perimetral works has been hired in
accordance with terns of reference previously agreed
upon with the Bank (paragraph 3.5); (ii) a report
fromthe Minicipal Council on Historical and Cul tural
Heritage (COVWPHAC) indicating its recomendations for
preservation of six locations identified as possible

historical sites (paragraph 3.19); (iii) evidence
that agreenments have been signed between the
muni cipality and the state, and between the

muni ci pality and the federal government, establishing
conditions for the transfer of land owned by the
state or federal government and required for
construction of the Perinetral (paragraph 3.19); and
(iv) evidence that the borrower is in legal
possession of the land to be used for resettl ement of
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lowincone famlies affected by the Perinetral
(paragraph 3.23).

Before issuing calls for bids on any works project,
the borrower nust: (i) denonstrate that it is in
| egal possession  of the land on which the
construction will be carried out and that the land is
available for noves to begin (paragraph 3.20); and
(ii) draw up and subnmit to the satisfaction of the
Bank a docunent listing the environnmental controls
and procedures it will followto mtigate any adverse
envi ronment al i mpact during construction works
carried out under this program which docunent will
be i ncl uded in t he bi ddi ng docunent s
(paragraph 3.30).

Physical initiation of the nultiple-wrks projects to
upgrade basic infrastructure nust take place within a
period of 48 nonths follow ng signature of the |oan
contract (paragraph 3.25).

The borrower has requested that US$4 nmillion in
expenses incurred up to 18 nonths prior to approva
of the operation by the Board of Executive Directors
for the purchase of conputer equipnent and prograns
be recogni zed as part of l|ocal counterpart funding.
The project teamhas reviewed the procedures foll owed
and recomends that this request be granted
(paragraph 3.27).

Wthin 30 nonths after the effective date of the |oan
contract, or once 50% of the program resources have
been conmitted, whichever occurs first, the Bank will
conduct a md-term review mission. The review will
be based on the sem annual reports subnmitted by the
PMPA, achi evenent of the performance indicators, and
the progress made in the inplementation of the

preventive road naintenance system Should it be
ascertained that satisfactory progress has not been
made, the Bank and the PMPA wll agree on the

necessary measures and adjustnments and on a tinetable
for their inplenmentation.

This project does not qualify as addressing soci al
equity and poverty reduction according to the Eighth
Repl eni shnent docunent (AB-1704, paragraph 2.13 and
par agraph 2.15), since less than 50% of its
beneficiaries will be menbers of |owinconme groups.

At the request of the Governnent of Brazil, the
guarantee contract to be signed for this programwl|
not include a guarantee by the federal governnment to
provi de | ocal counterpart resources or to fulfill any
obligations undertaken by the borrower that do not
fall within the official purview of other than those
assigned to the federal governnent.

This decision was based on provisions of the
Constitution and legislation of Brazil regarding
government policy aimed at bringing order to public
spendi ng. The financial analysis carried out shows
that the borrower has sufficient financial capacity
to supply the counterpart resources necessary for
proper execution of the program
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PROCUREMENT

OF AOODS, H RING
OF CONSULTI NG
SERVI CES, AND

The Bank's current policy on the procurenent of goods
and the awardi ng of contract for works and consulting
services to be financed with program resources will
be foll owed. VWere proceeds from the I1DB |loan are
used, international conpetitive bidding wll be
requi red whenever the value of goods or services to
be procured is equal to or greater than:
US$5 million for works, US$350,000 for goods, and
US$200, 000 for consulting services.



